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OATH OR AFFIRMATION

1, Gene Kaplan

swear (or affirm) that, 10 the
best of my knowledge and belief the accompanying financial Ratement and supponing schedules penaining to the firm of
Midwood Securities, Inc.

; : as of
December 31 20 02
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: Financial Operations Principal '

Mhis repon®® coptains (check all lppha.ble boxn)
(a) Facing page.
{b) Sutement of Financial Condition.
() Sustement of Income (Loss).
(d) Statement of mrmmx Cash Flows

(2) Stoment of Changes in Siockholders® Equity or Panners® or Sole Prvpnaor s Capul
(N Sutement of Changes in Liabilities Subordinated 10 Claims of Creditors.
@) Computation of Net Capital

(h) Computation for Deaiermination of Reserve Reguirements Pursuant to Rule 15¢3-3,
(i) Information Relating w0 the Powsession of control Requirements Under Rule 15¢3-3.

() A Reconciliation, incuding approprizie explanation, of the Compuistion of Nt Capital Under Rule 15¢3-1 ;nd the
Computation for Deaermination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
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Grant Thornton &

Accountants and Business Advisors

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Stockholder of
Midwood Securities, Inc.

We have audited the accompanying statement of financial condition of Midwood Securties, Inc. as of
December 31, 2002. This statement of financial condition is the responsibility of the Company’s
management. Our responsibility 1s to express an opinion on the statement of financial condition based on
our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assutance about
whether the statement of financial conditon is free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the statement of financial condition. An
audit also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall statement of financial condition presentation. We believe that our audit.
provides a reasonable basis for our opinion.

In our opixﬁon, the statement of financial condition referred to above presents fairly, in all matenial respects,
the financial position of Midwood Secunities, Inc. as of December 31, 2002, in conformity with accounting
prnciples generally accepted in the United States of America.

/Q/u—ﬂ"%ﬁﬂ"

New York, New York
January 31, 2003

60 Broad Street

New York, NY 10004

. T 212.422.1000

F 2124220144

© W www.grantthornton.com

Grant Thornton LLP
US Member of Grant Thornton International



Midwood Securittes, Inc.

STATEMENT OF FINANCIAL CONDITION

December 31, 2002

ASSETS

Cash and cash equivalents

Cash and securities segregated for the exclusive benefit of customers

Receivable from clearing broker

Receivable from other brokers and dealers

Investments in U.S. government securities

Other investment - at fair value

Furniture, fixtures and leasehold improvements, less accumulated
depreciation and amortization of $388,209

Secured demand notes receivable

Other assets

LIABILITIES AND STOCKHOLDER’S EQUITY
Employee compensation payable

Accounts payable, accrued expenses and other liabilities
Deferred rent

Commitments

Subordinated borrowings

Stockholder’s equity

The accompanying notes are an integral part of this statement.

$2,573,114
132,434
336,831
291,855
110,092
249,872

141,431

400,000
373,228

$4,608,857

$ 735972
1,984,420
123,069

2,843 461

400,000

1,365,396

$4.608.857




Midwood Secunties, Inc.

NOTES TO STATEMENT OF FINANCIAL CONDITION

December 31, 2002

NOTE A - ORGANIZATION

Midwood Securities, Inc. (the “Company”) is a registered broker-dealer with the Secunities and
Exchange Commission (the “SEC”) and a member of the New York Stock Exchange, Inc. (the
“NYSE”) and the National Association of Secunities Dealers, Inc. (the “NASD”). The Company
operates as an introducing broker and 1s exempt from the requirement of SEC rule 15¢3-3 under

paragraph k(2)(u).

NOTE B - SIGNIFICANT ACCOUNTING POLICIES

Proprietary securities transactions are recorded on a trade-date basis.

Securities owned (including investments in U.S. government secunties) and securities sold, but not yet
purchased, are stated at quoted market values. Subsequent market fluctuation of securties sold, but not
yet purchased, may require purchasing the securities at prices which may differ from the market values
reflected in the statement of financial condition. Other investments that are not readily marketable are
recorded at fair value as determined by management.

Commussion revenue and related expenses are recorded on a trade-date basts.

Furniture, fixtures and leasehold improvements are carried at cost less accumulated depreciation and
amortization. Depreciation is computed using the straight-line method over the estimated useful lives of
the assets. Leasehold improvements are amortized over the lesser of the economic useful life of the
improvement or the lease.

The Company has elected to be treated as a small business corporation under the provisions of
Subchapter S of the Internal Revenue Code and New York State tax law. Under these provisions, any
income or loss of the Company is passed through to the stockholder. The Company is subject to
certain state and local taxes which are reflected in the financial statement.

Cash and cash equivalents include cash, money market funds and highly liquid debt instruments
purchased with an original matunty of three months or less.




Midwood Secuntes, Inc.
NOTES TO STATEMENT OF FINANCIAL CONDITION (continued)

December 31, 2002

NOTE B (continued)

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptxons in determining
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the statement of financial condition and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

NOTE C - CASH AND SECURITIES SEGREGATED FOR THE EXCLUSIVE
BENEFIT OF CUSTOMERS

Cash has been segregated in a special reserve account, maintained at the Company’s clearing broker, to
satisfy reserves established for potential future commission rebates to customers.

NOTE D - TRANSACTIONS WITH CLEARING BROKER AND CUSTOMERS

The Company conducts business with its clearing broker on behalf of its customers and for its own
propretary accounts pursuant to a clearance agreement. The Company earns commissions as an
introducing broker for the transactions of its customets.

The Company’s clearing broker is exposed to risk of loss on customer transactions in the event the
customer fails to satisfy its obligations. The clearing broker may be required to purchase or sell
securities at prevailing market prices in order to fulfill the customer’s obligations. The Company has
agreed to indemnify its clearing broker for losses the clearing broker may sustain from customer
accounts introduced by the Company. The clearing broker seeks to control the nsks associated with
these customer activities by requiring customers to maintain collateral in comphiance with various
regulatory and internal guidelines. The Company and its clearing broker monitor required margin levels
and, pursuant to such guidelines, require each customer to deposit additional collateral, or reduce
positions, when necessary.

NOTE E - RELATED PARTY TRANSACTION

The Company leases from its stockholder one of its NYSE membership seats under a lease agreement,

which expires May 31, 2003.




Midwood Securnties, Inc.
NOTES TO STATEMENT OF FINANCIAL CONDITION (continued)

December 31, 2002

NOTE F - SUBORDINATED BORROWINGS

Subordinated borrowings at December 31, 2002 consist of 5% interest-bearing secured demand notes of
$100,000, $100,000 and $200,000 maturing June 30, 2003, September 3, 2003 and December 31, 2003,
respectively. The Company has accepted collateral with a fair value of approximately $467,000 at
December 31, 2002 under secured demand note collateral agreements. The secured demand notes and
subordinated notes contain rollover provisions which state that unless written notice is given within the
time frames specified in the notes prior to their expiration, they are automatically extended for an
additional year.

These subordinated borrowings have been approved by the NYSE for inclusion in computing the |
Company’s net capital pursuant to the SEC’s net capital rule.

Subordinated notes payable may be repaid only if, after giving effect to such repayment, the Company
meets the SEC’s minimum capital requirements.

NOTE G - COMMITMENTS

The Company is obligated under noncancellable operatmg leases through January 2010. In addition to
base rent, the leases provide for the Company to pay certain expenses. In addition, the Company
subleases part of the office to a thitd party for approximately 27% of the monthly rent. Future
aggregate minimum annual rent payments under these leases are approximately as follows:

Minmimum
Fiscal rental
year : commitment
2003 $ 305,000
2004 305,000
2005 328,000
2006 333,000
2007 333,000
Theteafter __ 694,000

$2.298,000




Midwood Secunties, Inc.

NOTES TO STATEMENT OF FINANCIAL CONDITION (continued)

N December 31, 2002

B NOTE H - NET CAPITAL REQUIREMENT

As a registered broker-dealer, the Company is subject to the Uniform Net Capital Rule 15¢3-1 of the
SEC, which requires that the Company maintain minimum net capital, as defined, of $250,000 or 6-
2/3% of aggregate indebtedness, as defined, whichever is greater. Net capital and aggregate
indebtedness change from day to day, but as of December 31, 2002, the Company had net capital of
$876,613, which exceeded its requirement of $250,000 by $626,613.
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INDEPENDENT AUDITORS’ SUPPLEMENTARY
REPORT ON INTERNAL CONTROL REQUIRED BY
SEC RULE 17a-5

MIDWOOD SECURITIES, INC.

December 31, 2002




Grant Thornton &

Accountants and Business Advisors

INDEPENDENT AUDITORS’ SUPPLEMENTARY REPORT ON
INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5

To the Stockholder of
Midwood Securities, Inc.

In planning and performing our audit of the financial statements and supplementary information of
Midwood Securities, Inc. (the “Company”) for the year ended December 31, 2002, we considered its
internal control, including control activities for safeguarding securities, in order to determine our auditing
procedures for the purpose of expressing our opinion on the financial statements and not to provide
assurance on internal control.

Also, as required by rule 17a-5(g)(1) of the Securties and Exchange Commission (the “SEC”), we have
made a study of the practices and procedures followed by the Company including tests of such practices and
procedures that we considered relevant to the objectives stated in rule 17a-5(g) in making the penodic
computations of aggregate indebtedness and net capital under rule 17a-3(a)(11) and for determining
compliance with the exemptive provisions of rule 15¢3-3. Because the Company does not carry securities
accounts for customers or perform custodial functions relating to customer secunties, we did not review the
practices and procedures followed by the Company in any of the following:

1. Making quarterly secunities examinations, counts, verifications and comparisons

2. Recordation of differences required by rule 17a-13

3. Complying with the requirements for prompt payment for securities under Section 8 of Federal Reserve
Regulation T of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of controls and
of the practices and procedures referred to in the preceding paragraph and to assess whether those practices
and procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of the objectives
of internal control and the practices and procedures are to provide management with reasonable but not
absolute assurance that assets for which the Company has responsibility are safeguarded against loss from
unauthorized use or disposition and that transactions are executed in accordance with management’s
authonization and recorded properly to permit the preparation of financial statements in accordance with
accounting principles generally accepted in the United States of America. Rule 17a-5(g) lists additional
objectives of the practices and procedures histed in the preceding paragraph.
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Grant Thornton LLP
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Because of inherent limitations in internal control or the practices and procedures referred to above, error
or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods is
subject to the msk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control that might
be matenal weaknesses under standards established by the Amencan Institute of Certified Public
Accountants. A material weakness is a condition in which the design or operation of the specific internal
control components does not reduce to a relatively low level the risk that error or fraud in amounts that
would be matenal in relation to the financial statements being audited may occur and not be detected within
a timely period by employees in the normal course of performing their assigned functions. However, we
noted no matters involving internal control, including control activities for safeguarding securties, that we
consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes. Based
on this understanding and on our study, we believe that the Company’s practices and procedures were
adequate at December 31, 2002 to meet the SEC’s objectives.

This report 1s intended solely for the information and use of the stockholder, management, the SEC, the
New York Stock Exchange, Inc., the National Association of Securities Dealers, Inc. and other regulatory
agencies that rely on rule 17a-5(g) under the Secunties Exchange Act of 1934 in their regulation of
registered brokers and dealers, and is not intended to be and should not be used by anyone other than these
specified parties.

b TP

New York, New York
January 31, 2003
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